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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

PLAN OF ADMINISTRATION 
DOCKET NOS. E-01345A-03-0437 AND E-01345A-05-0526 

Staffs testimony relates to the Plan of Administration of the Power Supply Adjustor 
("PSA") for Arizona Public Service Company. 

Staffs testimony describes the Plan of Administration and explains the PSA mechanism, 
step-by-step. 

Staff recommends that the PSA Plan of Administration, as modified, be approved. 
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NTRODUCTION 

Please state your name and business address. 

My name is Barbara Keene. My business address is 1200 West Washington Street, 

Phoenix, Arizona 85007. 

By whom are you employed and in what capacity? 

I am employed by the Utilities Division of the Arizona Corporation Commission as a 

Public Utilities Analyst Manager. My duties include supervising the energy portion of the 

Telecommunications and Energy Section. A copy of my r6sumC is provided in Appendix 

1. 

As part of your employment responsibilities, were you assigned to review matters 

contained in Docket Nos. E-01345A-03-0437 and 3-01345A-05-0526? 

Yes. 

What is the subject matter of your testimony? 

Staffs testimony relates to the Plan of Administration of the Power Supply Adjustor 

(“PSA”) for Arizona Public Service Company (“APS’), describes the Plan of 

Administration, explains the PSA mechanism, and makes a recommendation to the 

Commission on the Plan. 

What is Staff’s recommendation regarding the PSA Plan of Administration? 

Staff recommends that the PSA Plan of Administration be approved, as modified in 

Appendix 2. 
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IACKGROUND OF THE PLAN OF ADMINISTRATION 

What is the background of the Plan of Administration? 

The Settlement Agreement, approved by the Commission in Decision No. 67744, 

provided for a Power Supply Adjustor to be established for APS. A plan of administration 

was to be filed that describes how the PSA operates. Decision No. 67744 required that the 

parties to the Settlement Agreement submit a PSA Plan of Administration for Commission 

approval that reflects the Decision. 

Was a Plan of Administration filed? 

Yes. On June 6, 2005, Staff filed, on behalf of the Settling Parties, a Plan for 

Administration for the APS PSA. On July 25, 2005, Staff filed a memo and proposed 

order concerning the Plan for Administration. A modified version of the Plan is included 

in Appendix 2 of this testimony. 

What is included in the Plan of Administration? 

The Plan of Administration describes the PSA and how calculations are made, 

incorporating the PSA features included in the Settlement Agreement and the pravisions 

of Decision No. 67744. The Plan also provides definitions and includes sample schedules. 

Please summarize the Plan of Administration. 

The purpose of the PSA is to track changes in APS' cost of obtaining power supplies by 

comparing actual costs on a going forward basis to the base cost of $0.020743 per kWh 

established by Decision No. 67744. The major features of the PSA are: (1) a 90 percent 

ratepayedl0 percent APS sharing mechanism, (2) the inclusion of off-system sales 

revenue, (3) the inclusion of fuel and purchased power costs, (4) an Adjustor Rate, (5) a 

bandwidth on changes in the Adjustor Rate of plus or minus $0.004 per kWh in a year and 
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The results of the PSA are applied to customer bills through the Adjustor Rate. The 

Adjustor Rate, initially set at zero, will be reset on April 1st of each year. APS will 

provide a report to the Commission on March 1st of each year that shows the calculation 

of the new Adjustor Rate. 

I 

over the life of the PSA, (6) a balancing account, (7) a Surcharge mechanism, and (8) a 

limit of $776,200,000 on annual power supply costs. 

I Commission approval of a surcharge or file an explanation of why a surcharge is not 

1 APS is not to allow the Bank Balance to reach $100 million prior to seeking recovery or 

refund. 

APS files monthly reports to Staff and the Residential Utility Consumer Office detailing 

all calculations related to, the PSA. APS also files confidential monthly reports with Staff 

that provide details on generating units, power purchases, and fuel purchases. 

MODIFICATIONS TO THE PLAN FOR ADMINISTRATION 

Q. Please describe the modifications made to the Plan for Administration that was 

originally filed on June 6,2005. 

The modifications, marked in the red-lined Plan in Appendix 2, include the following: A. 

1. The name of the document has been changed from "Plan for 

Administration" to "Plan of Administration" to be consistent with the Settlement 

Agreement and Decision No. 67744. Both of these documents refer to a Plan of 

Administration. 

According to Paragraph 19e of the Settlement Agreement, if the size of the balancing 

account reaches plus or minus $50 million, APS has 45 days to file a request for 

necessary. Decision No. 67744 imposed a cap on the balancing account of $100 million. 
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2. In the General Description section, a sentence was added that states that the 

PSA will apply to all fuel and purchased power costs incurred on or after April 1, 

2005. This is consistent with Decision No. 67744 which did not allow fuel costs 

incurred before the effective date of the Decision to be included in the calculation 

of the PSA. 

3. Decision No. 67504 authorized APS to defer the costs of owning, 

operating, and maintaining the Sundance Plant upon acquiring it from PPL, as long 

as a PSA is in effect for APS. APS was to adjust the PSA to remove savings 

(reduced fuel costs, reduced purchased power costs, and additional off-system 

sales margins) resulting from APS ownership of the Sundance Plant. This 

adjustment is necessary to properly capture all elements of the Sundance deferral. 

In the General Description section of the PSA Plan of Administration, a sentence 

was added that states that the adjustment made in regard to the Sundance plant will 

no longer be made once rates are effective that recover the capital and operating 

costs of the plant. It is reasonable that the savings adjustments would end if the 

Commission were to make the Sundance Plant a part of APS' rate base. 

4. In the General Description section, a sentence was added that gives the date 

(April 1, 2005) that the Adjustor rate was set at zero. This is consistent with 

Decision No. 67744. 

5. In the General Description section, the amount of the bandwidth ($0.004 

per k w h  in a year) was added to the sentence that states that the annual change in 

the Adjustor Rate is limited, as stated in the Settlement Agreement. Another 

sentence was added that states that the change is limited to $0.004 from the base 

level, consistent with Decision No. 67744. Two examples were added to illustrate 

how the two bandwidths are applied. 

6. In the General Description section, two sentences were added that state that 

any additional recoverable or rehndable amounts would be recorded in a 
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balancing account to be carried over to future years and not be subject to further 

sharing, consistent with the Settlement Agreement. 

7. In the General Description section, language was inserted that explains that 

balancing account entries are made each month, starting with April 2005, that 

reflect the difference between 90 percent of incurred fuel and purchased power 

costs, less the balance of any approved Surcharge, and the sum of costs collected 

through the base cost rate and the Adjustor Rate. This reflects the 90/10 sharing 

feature included in the Settlement Agreement. Also, a Surcharge may go into 

effect prior to the April 1st recalculation of the Adjustor Rate, if the Surcharge is 

approved by the Commission. 

8. The Definition section was moved forward to follow the General 

Description section so that it would be more useful. 

9. Definitions for "Adjustor Rate," "Amortization Surcharge," "Balancing 

Account," "Bandwidth Carry Forward from Prior Period," "Bank Balance," "Base 

Cost of Fuel and Purchased Power," "PSA," "Surcharge Balance," "System Book 

Fuel and Purchased Power Costs," "System Book Off-System Sales Revenue," and 

"Wheeling Costs" were added to the Definitions section. The existing definitions 

for "ISFSI," "Mark to Market Accounting," and "Native Load" were revised. 

10. 

PPL Sundance docket was added. 

11. 

revenue collected from the Adjustor Rate is credited to the Balancing Account. 

12. In Part 4 of the Calculations section, a sentence was added that clarifies 

that monthly interest includes interest from both the Balancing Account and from 

outstanding balances from Commission-approved Amortization Surcharges, if the 

Surcharge balance was approved to accrue interest. 

In Part 1 of the Calculations section, a reference to the decision from the 

In Part 2 of the Calculations section, language was added to clarify that 
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13. In Part 4 of the Calculations section, language was added that states that 

Commission-approved Surcharge balances are subtracted from the total costs used 

to calculate the April 1st Adjustor Rate. This is because costs included in a 

Surcharge balance have already been used to calculate a Surcharge rate, and 

including them again to calculate the Adjustor Rate could result in double 

recovery. 

14. In Part 4 of the Calculations section, language was added to indicate that 

sample schedules have been included for two years along with two Surcharge 

examples. 

15. In the Balancing Account and Amortization Surcharge section, language 

was added that describes the purpose of a Balancing Account and that the 

Balancing Account was to be established on April 1, 2005. This additional 

language clarifies that the Balancing Account serves as the vehicle for tracking the 

ongoing deferrals of the difference between APS' prudently incurred costs of fuel 

and purchased power and APS' actual recovery of those costs through base rates 

plus the Adjustor Rate. This additional language is consistent with paragraphs 

19@) and 20 of the Settlement Agreement. 

16. In the Balancing Account and Amortization Surcharge section, a sentence 

was added that states that any Surcharge balance will be shown separately on 

monthly reports, and, unless otherwise ordered by the Commission, will not be 

considered part of the Balancing Account. This additional language is consistent 

with Decision No. 67744, in which the Commission stated that, following a 

proceeding to recover or refund a Bank Balance, the Bank Balance would be reset 

to zero, unless otherwise ordered by the Commission. Staff believes that showing 

a Surcharge balance separately provides more clarity. 
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17. In the Balancing Account and Amortization Surcharge section, a sentence 

was added to clarify that interest may be applied to any outstanding Surcharge 

balance that was approved to accrue interest. 

18. In the Balancing Account and Amortization Surcharge section, language 

was added to clarify that the $50 million threshold trigger applies when a monthly 

report filed with the Commission shows a Bank Balance of at least $50 million. 

This section also clarifies that APS may file a request for a Surcharge at any time. 

Because there is a 60-day lag between the time that APS records its 

monthly deferrals in its books and the time that it is required to file its monthly 

reports with the Commission, there has been confusion as to when the $50 million 

trigger is reached. This additional language resolves this issue by stating that the 

trigger is reached at the time that APS files a report with the Commission that 

contains a $50 million bank balance. This allows the Commission to monitor APS' 

compliance with the filing requirements set forth in the Plan of Administration on 

page 9. 

Staff also believes that APS may file a request for a Surcharge at any time 

because neither the Commission's order nor the Settlement Agreement specifically 

precludes such a filing. Furthermore, allowing APS to file such an application 

provides both APS and the Commission the opportunity to more effectively 

respond to unexpected circumstances that may affect the Bank Balance. 

19. In the Balancing Account and Amortization Surcharge section, language 

was added to clarify that once APS has filed a request for a Surcharge, the amount 

requested in the filing is excluded from the balance used to determine if the $100 

million cap has been reached. A chart, plus descriptive narrative, was added to 

illustrate this concept. Language was also added that explains that APS could 
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make additional Surcharge filings with the $100 million cap applied to the amount 

addressed in each filing. This additional language is necessary to describe the 

interplay between the $100 million cap and the Balancing Account. This issue is 

discussed in more detail below. 

20. In the Allowable Costs section, FERC account 565 Wheeling was added to 

the list of allowable costs, and the reference to broker fees was deleted. Staff 

continues to believe that broker fees are not allowable PSA costs. However, Staff 

has concluded that Wheeling Costs as recorded in FERC account 565 should be 

recovered through the PSA because these costs are legitimate costs of purchasing 

power. 

21. "Schedule 1" was changed to "Year 1, Schedule 1." Footnote 3 on this 

schedule was changed to indicate that Sundance net savings are "excluded" instead 

of "included" from the total of System Book Fuel and Purchased Power Costs. 

The first change provides a more appropriate title for the schedule because 

schedules for two years are now provided. The second change corrects a typo. 

22. "Schedule 2" was changed to "Year 1, Schedule 2." The reference line 

from Schedule 4 was changed from line 2 to line 16. The numbers in the table 

were revised. The first change provides a more appropriate title for the schedule 

because schedules for two years are now provided. The other changes were made 

because Year 1, Schedule 4 now includes an example of an Amortization 

Surcharge. 

23. "Schedule 3" was changed to "Year 1, Schedule 3." This schedule was 

modified to include a Surcharge balance in the example. The first change provides 

a more appropriate title for the schedule because schedules for two years are now 

21 

22 

23 

24 

25 

26 

27 

provided. The second change provides helpful clarifications. 

24. "Schedule 4" was changed to "Year 1, Schedule 4." This schedule was 

modified to include a Surcharge balance in the example. The first change provides 
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a more appropriate title for the schedule because schedules for two years are now 

provided. The second change provides helpful clarifications. 

25. The following schedules were added: Year 2, Schedule 1; Year 2, Schedule 

2; Year 2, Schedule 3; and Year 2, Schedule 4. These additional schedules are 

intended to illustrate the mechanics of the PSA. 

Please discuss the operation of the $100 million cap that Decision No. 67744 applies 

to the Balancing Account. 

In that Decision, the Commission capped the Balancing Account at $100 million. On 

page 17, the Decision also states, "In no event shall the Company allow the bank balance 

to reach $100 million prior to seeking recovery or refund." The Decision does not provide 

specific details about how the $100 million cap is intended to operate. Because this 

portion of the order was added by the Commission and was not part of the Settlement 

Agreement, there is no prefiled testimony to refer to for assistance with this issue. 

Questions have been raised as to whether the $100 million cap is supposed to serve as a 

means to disallow PSA deferrals in excess of $100 million or whether the cap was instead 

intended as a means to ensure that the Company would file timely applications to amortize 

an escalating Bank Balance. 

Staffs review of the Open Meeting transcript has led Staff to conclude that the 

Commission probably did not intend to use the $100 million cap as a means to disallow 

otherwise prudently incurred costs. Staff has used this conclusion as the starting point for 

evaluating the description of the $100 million cap and its interplay with the Balancing 

Account in the Plan of Administration. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

'estimony of Barbara Keene 
locket Nos. E-01345A-03-0437 and E-01345A-05-0526 
'age 10 

How does the Plan of Administration propose to resolve the issue of how to apply the 

$100 million cap? 

If APS files an application to establish a Surcharge, the amount requested in the filing is 

excluded fiom the Bank Balance for purposes of determining if the $100 million threshold 

has been met. Staff believes that this resolution provides a reasonable interpretation of 

how the $100 million cap is applied. It ensures that escalating balances will be brought to 

the Commission's attention but provides a means to avoid an automatic disallowance. 

ITEP-BY-STEP EXPLANATION OF THE PSA 

?. 
L. 

Please explain how the PSA works, step-by-step. 

Step One (record retail kWh sales). 

For each calendar month, APS records its retail energy sales in Schedule 1 (Monthly 

Energy Sales and Costs). These sales are the kWh sales made to APS' retail customers. 

Excluded are the directly assigned kwh sales from applicable special contract customers, 

E-36 (Station Use Service) customers, and customers returning to Standard Offer service 

fiom competitive generation subject to the RCDAC-1 (Returning Customer Direct Access 

Charge) rate schedule. These PSA Retail Energy Sales (kwh) are shown in column a of 

Schedule 1. In the illustrative Year 1, Schedule 1, this figure for April is 1,944,192,000. 

Step Two (record wholesale kWh sales). 

For each calendar month, APS records its wholesale energy sales in Schedule 1. These 

sales are the kwh sales made to APS' Native Load wholesale customers. Native Load 

includes customers in the APS control area for which APS has a generation service 

obligation (also known as traditional sales-for-resale) and PacifiCorp Supplemental Sales. 

The traditional sales-for-resale includes the portion of load from wholesale electrical and 

irrigation district resale customers served by APS, but it excludes the load served with 

Preference Power (power allocated by federal power agencies). These Native Load 
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Wholesale Energy Sales (kwh) are shown in column b of Schedule 1. In the illustrative 

Year 1, Schedule 1, this figure for April is 105,803,000. 

Step Three (add retail and wholesale kWh sales). 

For each calendar month, APS adds the PSA Retail Energy Sales (column a) to the Native 

Load Wholesale Energy Sales (column b) to calculate the total Native Load Energy Sales 

(kwh) and places the result in colwnn c of Schedule 1. In the illustrative Year 1, 

Schedule 1, this figure for April is 2,049,995,000. 

Step Four (record fuel andpurchasedpower costs). 

For each calendar month, APS records its costs for fuel and purchased power in Schedule 

1. Included in these costs are costs recorded in FERC accounts 501 Fuel (Steam), 518 

Fuel (Nuclear), 547 Fuel (Other Production), 555 Purchased Power, and 565 Wheeling 

(Transmission of Electricity by Others). Excluded from the total costs are costs associated 

with applicable special contracts, E-36, RCDAC-1, the non-fuel Bridge PPA allowed by 

Decision No. 67744, Independent Spent Fuel Storage Installation, and mark-to-market 

accounting adjustments. Removing mark-to-market adjustments is appropriate so that 

only actual costs of he1 and purchased power, not the current value of hedges for the 

future, are included in the PSA. Also excluded are the savings associated with the 

acquisition of the Sundance plant, as required by Decision No. 67504, until the capital and 

operating costs of the Sundance plant are included in rates. These System Book Fuel and 

Purchased Power Costs are shown in column d of Schedule 1. In the illustrative Year 1, 

Schedule 1, this figure for April is $50,508,900. 

Step Five (record o ff-system sales revenue). 

For each calendar month, APS records revenue it receives from off-system sales in 

column e of Schedule 1. These off-system sales include only the off-system sales using 
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APS-owned or contracted generation and purchased power related to optimizing the APS 

system. Mark-to-market accounting adjustments are removed from the revenue figures. 

In the illustrative Year 1, Schedule 1, the figure for System Book Off-System Sales 

Revenue for April is $3,924,000. 

Step Six (subtract off-system sales revenue from fuel and purchased power costs). 

For each calendar month, APS subtracts the System Book Off-System Sales Revenue 

(column e) from the System Book Fuel and Purchased Power Costs (column d) to 

calculate the Net Native Load Power Supply Cost and places the result in column f of 

Schedule 1. The Net Native Load Power Supply Cost represents total fuel and purchased 

power costs less off-system sales revenue. In the illustrative Year 1, Schedule 1, this 

figure for April is $46,584,900. 

Since the costs associated with off-system sales are included in the System Book Fuel and 

Purchased Power Costs, subtracting the off-system sales revenue from the System Book 

Fuel and Purchased Power Costs results in the sales margin being embedded in the Net 

Native Load Power Supply Cost. Detailed information on off-system sales, including 

explanation for any negative margins, is included in the confidential monthly reports 

provided to Staff. 

Step Seven (calculate retail power supply cost). 

For each calendar month, APS divides the PSA Retail Energy Sales (column a) by the 

Native Load Energy Sales (column c) and multiplies the product by the Net Native Load 

Power Supply Cost (column f) to calculate the PSA Retail Power Supply Cost and places 

the result in column g of Schedule 1. The PSA Retail Power Supply Cost represents the 

amount of power supply costs associated with retail sales subject to the PSA. This amount 
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is limited to $776,200,000 per calendar year. In the illustrative Year 1, Schedule 1, the 

April figure for the PSA Retail Power Supply Cost is $44,180,591. 

Step Eight (calculate base rate power supply cost). 

For each calendar month, APS multiplies the PSA Retail Energy Sales (column a) by the 

base cost of fuel and purchased power cost ($0.020743) determined by Decision No. 

67744 to calculate the Base Rate Power Supply Cost and places the result in column h of 

Schedule 1. The Base Rate Power Supply Cost represents the costs currently being paid 

by ratepayers for power supply costs through base rates. In the illustrative Year 1, 

Schedule 1, this figure for April is $40,328,375. 

Step Nine (calculate change in power supply cost). 

For each calendar month, APS subtracts the Base Rate Power Supply Cost (column h) 

kom the PSA Retail Power Supply Cost (column g) to calculate the Pre-Sharing 

(Over)/Under Collection and places the result in column i of Schedule 1. The Pre-Sharing 

(Over)/Under Collection represents the increase or decrease in power supply costs 

compared to the base cost of fuel and purchased power. In the illustrative Year 1, 

Schedule 1, this figure for April is $3,852,216. 

Step Ten (calculate 90/10 sharing). 

For each calendar month, APS multiplies the Pre-Sharing (Over)/Under Collection 

(column i) by 90 percent to calculate the Post-Sharing (0ver)AJnder Collection amount 

and places the result in column j of Schedule 1. The Post-Sharing (Over)/Under 

Collection represents 90 percent of the increase or decrease in power supply costs 

compared to the base cost of fuel and purchased power. The remaining 10 percent is 

attributable to APS. In the illustrative Year 1, Schedule 1, this figure for April is 
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$3,466,994. 

Schedule 4 (Balancing Account Calculations). 

The Post-Sharing (Over)/Under Collection is also shown on line 6 of 

Step Eleven (calculate annual collection amount). 

After the end of the calendar year, APS sums the Post-Sharing (Over)/Under Collection 

(column j) amounts for all the months in the year to calculate an annual total and places 

the total on line 14 of Schedule 1. During 2005, only the months from April through 

December are included. The annual Post-Sharing (Over)/Under Collection is also entered 

on line 1 of Schedule 3 (PSA Adjustor Rate Calculation). In the illustrative Year 1, 

Schedule 1, this figure is $62,656,897. 

Step Twelve (determine bank balance). 

For each month, APS places the monthly Post-Sharing (Over)/Under Collection from 

column j of Schedule 1 on line 6 of Schedule 4 (Monthly Balancing Account 

Calculations). For April 2005, the Post-Sharing (Over)/Under Collection is also the 

Ending Balance for April and the Beginning Balance of May 2005 because there is no 

interest involved. Interest is entered into the Balancing Account for all months after April 

2005. 

The Beginning Balance (line 2) in the Balancing Account (Schedule 4) for each month is 

the Ending Balance with Interest (line 9) for the prior month. In the illustrative Year 1, 

Schedule 4, the Beginning Balance for November is $69,820,284. The balance for any 

Commission-approved Amortization Surcharge is placed on line 3 and subtracted from the 

Beginning Balance (line 2), resulting in the Balance less Amortization Surcharge on line 

4. In the illustrative Year 1, Schedule 4, the Approved Balance for Amortization 

Surcharge for November is $60,000,000, resulting in a Balance Less Amortization 

Surcharge of $9,820,284. 
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An interest rate is applied each month to both the Balance less Amortization Surcharge 

(line 4) and any Amortization Surcharge Balance approved to accrue interest to determine 

the monthly interest shown on line 5 of Schedule 4 and in the last column of Schedule 2 

(Annual Balancing Account Interest). The interest rate used is the one-year nominal 

Treasury constant maturities rate as contained in the Federal Reserve Statistical Release, 

H-15, or its successor publication. In the illustrative Year 1, Schedule 4, the interest rate 

used is 2.79 percent, resulting in Monthly Interest for November of $162,332 (line 5). 

Revenue received from the applicable Adjustor Rate is entered on line 7 of Schedule 4 and 

subtracted from the Post-Sharing (Over)/Under Collection (line 6) to calculate the 

Residual (Over)/Under Collection placed on line 8. Since the Adjustor Rate was set at 

zero on April 1,2005, the revenue received from the Adjustor Rate in 2005 is zero. In the 

illustrative Year 1, Schedule 4, the Residual (Over)/Under Collection for May is 

$2,695,442. 

The Ending Balance with Interest (line 9) of the Balancing Account is calculated for each 

month by summing the Beginning Balance Less Amortization Surcharge (line 4), the 

Monthly Interest (line 5), and the Residual (Over)/Under Collection (line 8). In the 

illustrative Year 1, Schedule 4, this figure for May is $6,170,497. 

Any pending Surcharge requests are entered on line 9.1 and subtracted from the Ending 

Balance with Interest (line 9) to produce the Ending Balance Less Surcharge Request (line 

9.2). The Ending Balance Less Surcharge Request figure is subject to the $100 million 

cap. 
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Step Twelve (calculate annual adjustor rate). 

The Adjustor Rate for 2005 is zero. After the end of the calendar year, APS calculates a 

new adjustor rate using Schedule 3 (PSA Adjustor Rate Calculation). The annual Post- 

Sharing (Over)/Under Collection Amount from line 14 of Schedule 1 is placed on line 1 of 

Schedule 3. Annual Balancing Account Interest from line 13 of Schedule 2 is brought 

forward to line 2 of Schedule 3. Any Approved Amortization Surcharge Balance is placed 

on line 3 of Schedule 3. In hture years, any Bandwidth Carry Forward from the prior 

year is entered on line 4. 

The Total (Credit)/Charge Amount (line 5) is calculated by adding the Post-Sharing 

(0ver)AJnder Collection Amount (line l), the Annual Balancing Account Interest (line 2), 

and any Bandwidth Carry Forward from the prior year (line 4), and then subtracting any 

Approved Amortization Surcharge Balance (line 3). In the illustrative Year 1, Schedule 3, 

this figure is $3,401,173. 

The Computed Adjustor Rate per kWh (line 8) is calculated by dividing the Total 

(Credit)/Charge Amount by the annual kWh Sales from line 13 of Schedule 1 less the 

kWh sales of low income discount rate customers. During 2005, only kwh sales from 

April through December are used. In the illustrative Year 1, Schedule 3, the Computed 

Adjustor Rate per kwh is $0.000161. 

The Computed Adjustor Rate per kWh (line 8) is compared to a bandwidth of plus or 

minus $0.004 per kwh. If the Computed Adjustor Rate is within the bandwidth, then the 

Computed Adjustor Rate becomes the new Adjustor Rate. In the illustrative Year 1, 

Schedule 3, the Computed Adjustor Rate per kWh is $0.000161 because it is within the 

bandwidth. If the Computed Adjustor Rate is outside of the bandwidth, then the new 

Adjustor Rate would be plus or minus $0.004 as appropriate. The bandwidth limits 
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changes in the Adjustor Rate to $0.004 from the base level (zero) over the entire term of 

the PSA. Any amount outside the bandwidth would be used to calculate the Bandwidth 

Cany Forward fi-om Prior Period to be used in the Adjustor Rate calculation the following 

year. 

On March 1st of each year, APS files a report with the Commission that shows the 

calculation of the new Adjustor Rate. The new Adjustor Rate becomes effective with 

APS' first billing cycle in April unless suspended by the Commission. 

The new Adjustor Rate, replacing the old Adjustor Rate, plus any existing Surcharge is 

applied to the customer bill as a per kWh charge. The Adjustor Rate is applicable to all 

customers, except those on Solar-1, Solar-2, SP-1, E-3, E-4, E-36, and Direct Access 

service. 

WMMARY OF RECOMMENDATIONS 

PIease summarize Staff's recommendations. 

1. Staff recommends that the PSA Plan of Administration, as modified herein, 

be approved. 

2. Staff recommends that APS docket with the Commission a PSA Plan of 

Administration consistent with the Decision in this case within 15 days of the 

Decision. 

Does this conclude Staffs testimony? 

Yes, it does. 
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Education 

B.S. 
M.P.A. 
A.A. 

Political Science, Arizona State University (1 976) 
Public Administration, Arizona State University (1 982) 
Economics, Glendale Community College (1 993) 

Addition a1 Training 

Management Development Program - State of Arizona, 1986-1987 
UPLAN Training - LCG Consulting, 1989,1990,1991 

various seminars, workshops, and conferences on ratemaking, energy efficiency, 
rate design, computer skills, labor market information, training trainers, and 
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Employment History 

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities 
Analyst Manager (May 2005-present). Supervise the energy portion of the 
Telecommunications and Energy Section. Conduct economic and policy analyses of public 
utilities. Prepare Staff 
recommendations and present testimony on electric resource planning, rate design, special 
contracts, energy efficiency programs, and other matters. Responsible for maintaining and 
operating UPLAN, a computer model of electricity supply and production costs. 

Coordinate working groups of stakeholders on various issues. 

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities 
Analyst V (October 2001-present), Senior Economist (July 1990-October 2001), Economist 
11 (December 1989-July 1990), Economist I (August 1989-December 1989). Conduct 
economic and policy analyses of public utilities. Coordinate working groups of stakeholders on 
various issues. Prepare Staff recommendations and present testimony on electric resource 
planning, rate design, special contracts, energy efficiency programs, and other matters. 
Responsible for maintaining and operating UPLAN, a computer model of electricity supply and 
production costs. 

Arizona Department of Economic Security, Research Administration, Economic Analysis 
Unit: Labor Market Information Supervisor (September 1985-August 1989), Research and 
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Statistical Analyst (September 1984-September 1985), Administrative Assistant (September 
1983-September 1984). Supervised professional staff engaged in economic research and 
analysis. Responsible for occupational employment forecasts, wage surveys, economic 
development studies, and over 50 publications. Edited the monthly Arizona Labor Market 
Information Newsletter, which was distributed to about 4,000 companies and individuals. 

Testimony 

Resource Planning for Electric Utilities (Docket No. U-0000-90-088), Arizona Corporation 
Commission, 1990; testimony on production costs and system reliability. 

Trico Electric Cooperative Rate Case (Docket No. U-1461-91-254), Arizona Corporation 
Commission, 1992; testimony on demand-side management and time-of-use and interruptible 
power rates. 

Navopache Electric Cooperative Rate Case (Docket No. U-1787-9 1 -280), Arizona Corporation 
Commission, 1992; testimony on demand-side management and economic development rates. 

Arizona Electric Power Cooperative Rate Case (Docket No. U-1773-92-214), Arizona 
Corporation Commission, 1993; testimony on demand-side management, interruptible power, 
and rate design. 

Tucson Electric Power Company Rate Case (Docket Nos. U-1933-93-006 and U-1933-93-066) 
Arizona Corporation Commission, 1993; testimony on demand-side management and a 
cogeneration agreement. 

Resource Planning for Electric Utilities (Docket No. U-0000-93-052), Anzona Corporation 
Commission, 1993; testimony on production costs, system reliability, and demand-side. 
management. 

Duncan Valley Electric Cooperative Rate Case (Docket No. E-01703A-98-043 l), Arizona 
Corporation Commission, 1999; testimony on demand-side management and renewable energy. 

Tucson Electric Power Company vs. Cyprus Siemta Corporation, Inc. (Docket No. E-00001-99- 
0243), Arizona Corporation Commission, 1999; testimony on analysis of special contracts. 

Arizona Public Service Company's Request for Variance (Docket No. E-01345A-01-0822), 
Arizona Corporation Commission, 2002; testimony on competitive bidding. 

Generic Proceeding Concerning Electric Restructuring Issues (Docket No. E-00000A-02-005 l), 
Arizona Corporation Commission, 2002; testimony on affiliate relationships and codes of 
conduct. 
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Tucson Electric Power Companyk Application for Approval of New Partial Requirements 
Service Tariffs, Modification of Existing Partial Requirements Service Tariff 10 1, and 
Elimination of Qualifying Facility Tariffs (Docket No. E-01 933A-02-0345) and Application for 
Approval of its Stranded Cost Recovery (Docket No. E-O1933A-98-0471), Arizona Corporation 
Commission, 2002, testimony on proposals to eliminate, modify, or introduce tariffs and 
testimony on the modification of the Market Generation Credit. 

Arizona Public Service Company's Application for Approval of Adjustment Mechanisms 
(Docket No. E-01 345A-02-0403), Arizona Corporation Commission, 2003, testimony on the 
proposed Power Supply Adjustment and the proposed Competition Rules Compliance Charge. 

Generic Proceeding Concerning Electric Restructuring Issues, et a1 (Docket No. E-00000A-02- 
0051, et al), Arizona Corporation Commission, 2003-2005; Staff Report and testimony on Code 
of Conduct. 

Arizona Public Service Company Rate Case (Docket No. E-01345A-03-0437), Arizona ~ 

Corporation Commission, 2004; testimony on demand-side management, system benefits, 
renewable energy, the Returning Customer Direct Assignment Charge, and service schedules. 

Arizona Electric Power Cooperative Rate Case (Docket No. E-01 773A-04-0528), Arizona 
Corporation Commission, 2005; testimony on a fuel and purchased power cost adjustor, demand- 
side management, and rate design. 

Trico Electric Cooperative Rate Case (Docket No. E-01461A-04-0607), Arizona Corporation 
Commission, 2005; testimony on the Environmental Portfolio Standard; demand-side 
management; special charges; and Rules, Regulations, and Line Extension Policies. 

Publications 

Author of the following articles published in the Arizona Labor Market Information Newsletter: 

"1982 Mining Employees - Where are They Now?" - September 1984 

.- 

"The Cost ofHiring" and "Arizona's Growing Industries" - January 1985 
"Union Membership - Declining or Shifting?" - December 1985 
"Growing Industries in Anzona" - April 1986 
"Women's Work?" - July 1986 
"1987 SIC Revision" - December 1986 
"Growing and Declining Industries" - June 1987 
"1986 DOT Supplement'' and Tonsumer Expenditure Survey" - July 1987 
"The Consumer Price Index: Changing With the Times" - August 1987 
"Average Annual Pay" - November 1987 
"Annual Pay in Metropolitan Areas" - January 1988 
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"The Growing Temporary Help Industry" - February 1988 
YJpdate on the Consumer Expenditure Survey" - April 1988 
"Employee Leasing" - August 1988 
"Metropolitan Counties Benefit from State's Growing Industries" - November 1988 
"Arizona Network Gives Small Firms Helping Hand" - June 1989 

Major contributor to the following books published by the Arizona Department of Economic 
Security : 

Annual Planning Information - editions from 1984 to 1989 
Hispanics in Transition - 1987 

(with David Berry) "Contracting for Power," Business Economics, October 1995. 

(with Robert Gray) "Customer Selection Issues," NRIU Quarter& Bulletin, Spring 1998. 

Reports 

(with Task Force) Report of the Task Force on the Feasibility of Implementing Sliding Scale 
Hookup Fees. Arizona Corporation Commission, 1992. 

Customer Repayment of Utility DSM Costs, Arizona Corporation Commission, 1995. 

(with Working Group) Report of the Participants in Workshops on Customer Selection Issues," 
Arizona Corporation Commission, 1997. 

"DSM Workshop Progress Report," Arizona Corporation Commission, 2004. 

(with Erin Casper) "Staff Report on Demand Side Management Policy," Arizona Corporation 
Commission, 2005. 
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Power Supply Adjustment Plan &of Administration 

General Description 

The purpose of the Power Supply Adjustment (“PSA”) is to track changes in Arizona 
Public Service Company’s (“APS’ or the “Company”) cost of obtaining power supplies. 
T h s  is done by making an annual adjustment to the cost of fuel and purchased power 
embedded in APS’ base rates. The PSA will apply to all fuel and purchased power costs 
incurred on or after A p d  1,2005. The main components of the PSA are: 1) a risk 
sharing mechanism whereby APS and its customers share in the costs/savings on a 90% 
customer, 10% APS basis; 2) a bandwidth that limits the amount the PSA Adjustor Rate 
(“Adjustor Rate”) can change over the entire term of the PSA to plus or minus $0.004 per 
kwh; 3) a balancing account, 4) a balancing account surcharge mechanism, separate from 
the Adjustor Rate, to clear the balancing account under circumstances described below; 
and 5) the inclusion of off-system sales. 

The monthly PSA calculations shall be adjusted for the calculated net savings from the 
methodology approved in Decision No. 67504 (pg. 50) from the PPL Sundance docket. 
APS will calculate the new fuel cost savings, purchased power savings and incremental 
off-system margin impacts by comparing two sets of projections for its own load fuel and 
purchased power costs and off-system sales margins and using the difference as the net 
savings amounts associated with the Sundance generation units. One set of projections 
would assume APS ownership of the Sundance plant and the other set would assume APS 
did not own the Sundance plant. The PSA will be adjusted to calculate the PSA balance 
as if the Sundance plant was not acquired by APS. This adiustment will no longer be 
made once rates are effective that recover the capital and operating costs of the Sundance 
plant. 

The results of the PSA are applied to customer’s bills through the Adjustor Rate. The 
Adjustor Rate is applicable to APS’ retail electric rate schedules (with the exception of 
Solar-1, Solar-2, SP-1, E-3, E-4, E-36 and Direct Access service) and is adjusted 
annually. It is applied to the customer’s bill as a monthly kilowattIIhour (“kWh”) charge 
that is the same for all customer classes. The Adjustor Rate is initially set at zero as of 
April 1,2005. The Adjustor Rate must remain within a plus or minus $0.004 per kWh 
bandwidth that limits the amount it can increase or decrease in a year. Decision No. 
67744 also limits the Adiustor Rate to $0.004 from the base level ($0.000) over the entire 
term of the PSA. Two examples of applying the two bandwidths are as follows: 

1. Assume that the Adjustor Rate was set at newtive $0.002 per 
kwh. The following year, the calculation of the new Adjustor 
Rate would indicate a new rate of positive $0.003 per kwh. 
However, since that rate would constitute a chanqe of $0.005 from 
the prior year’s Adjustor Rate, the new Adjustor Rate would be set I 
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at $0.002 per kwh. That new rate would meet the limit of $0.004 
from the base level. 

2. Assume that the Adjustor Rate was set at $0.003 per kwh. The 
followin? year, the calculation of the new Adiustor Rate would 
indicate a new rate of $0.005 per kWh. Althoub the annual 
change is less than $0.004, the new rate would constitute a change 
from the base level that is ,greater than $0.004. Therefore, the new 
Adjustor Rate would be set at $0.004 per kWh. 

Any recoverable or refundable amounts outside of the bandwidths shall be recorded in a 
balancing account and shall carry over to the subsequent year or years. The carryover 
amount shall not be subject to further sharing. Balancing account amortization 
surcharges are not included in the calculation of the bandwidth limits. 

The Adjustor Rate, which was initially set at zero, will be reset on April 1 , 2006, and 
thereafter on April lSt of each subsequent year. Balancing account entries are made each 
month starting with ApnI 2005. These entries will effectively reflect the difference 
between 90 percent of incwr‘ed fuel and purchased power costs, less the balance of any 
approved Amortization Surcharge, and the sum of costs collected through the base cost of 
fuel and purchased power rate of $0.020743 plus the applicable Adiustor Rate. An 
Amortization Surcharge may go into effect prior to the April lSt adjustment to the 
Adjustor Rate if it is approved by the Arizona Corporation Commission (“‘Commission”). 
The Amortization Surcharge is described in greater detail below. The new Adjustor Rate 
will be effective with the first billing cycle in April unless suspended by the Askem 
-Commission?. It will not be prorated. A P S  will submit a 
publicly available report to the Commission that shows the calculation of the new 
Adjustor Rate on March 1 , 2006 and thereafter on March lSt of each subsequent year. 

. .  

Definitions 

Adjustor Rate (or PSA Adjustor Rate, PSA Adjustor, PSA Adiustment, Annual 
Adiustment Factor) - Cents per kWh charge that was initially set at zero and is updated 
annually on April lSt. The purpose of this charge is to adiust the cost of fuel and 
purchased power embedded in APS’ base rates to reflect the prior year’s actual fuel and 
purchased power costs. This annual adjustment was approved in Decision No. 67744 and 
is limited to a maximum change of plus or minus 4 mills. 

Amortization Surcharge (or Surcharge, PSA Surcharge) - A cents per kWh charge that 
can be applied to customer bills after Commission approval to collect, or refund, an 
amount of revenue for the purpose of reducing the PSA Bank Balance. It can be either a 
positive or negative charge. 
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Balancing Account (or PSA Balancing Account) - The PSA Balancing Account is the 
account where the monthly sum of the Company’s post-sharing (over)/under collection is 
posted and also where the interest on the balance in the account is accrued. It is used to 
keep track of the cumulative total of the monthly postings. 

Bandwidth Carry Forward from Prior Period - An amount that was outside the $0.004 
limit on change in the Adjustor Rate in a particular year that is used in the calculation of 
the Adiustor Rate in the following year. The Bandwidth Carry Forward is calculated by 
subtracting $0.004 from the prior-year computed, not the actual, Adjustor Rate per kWh 
and multiplying the result by the annual kwh, less any amount approved to be amortized 
through a Surcharge. 

Bank Balance (or Account Balance) - The total amount in the PSA Balancing Account. 

Base Cost of Fuel and Purchased Power - The fuel and purchased power cost embedded 
in the base rates approved by the Commission in the Company’s most recent rate case. 
Currently, it is $0.020743 per kWh. 

Bridge PPA - AB purchased power agreement that ensures the non-fuel power supply“ 
costs from the PWEC generation units allowed in rate base by Decision No. 67744 will 
be the same as those costs embedded in base rates. 

. .  I -  ISFSI Eta- - Costs associated with the Independent Spent Fuel 
Storage Installation that will store spent nuclear fuel. 

Mark--to--Market Accounting - Recording the value of qualifying commodity contracts 
to reflect their current market value relative to their emgmd-actual cost. 

Native Load - Native load includes customer load in the APS control area load for which 
the Company has a generation service obligation and Pacifiecorp sSupplementa1 @ales. 

PacifisCorp Supplemental &ales - The Pacifiecorp Supplemental @ales agreement is a 
long, term contract from 1990, which requires APS to offer a certain amount of energy to 
Pacifiecorp each year. It is a component of the set of agreements that led to the sale of 
Cholla Unit 4 to Pacifiecorp and the establishment of the seasonal diversity exchange 
with Pacifiecorp. 

PSA - The Power Supply Adjustment mechanism, which includes the PSA Adjustor 
Rate, Balancing Account, and Amortization Surcharge. The PSA mechanism is used to 
update the Base Cost of Fuel and Purchased Power each year for fluctuations in the 
Company’s actual cost of fuel and purchased power. 
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Preference Power - Power allocated to APS wholesale customers by federal power 
agencies such as the Western Area Power Administration. 

Surcharge Balance - The total amount of revenue expected to be collected through a 
Commission-approved Amortization Surcharge less the actual revenue received from the 
Surcharge. 

System Book Fuel and Purchased Power Costs - The costs recorded for the fuel and 
purchased power used by APS to serve both Native Load and off-system sales, less the 
costs associated with applicable special contracts, E-36, RCDAC- 1, the non-fuel Bridge 
PPA, ISFSI, mark-to-market accounting adjustments, and the savings associated with the 
acquisition of the Sundance plant. 

System Book Off-System Sales Revenue - The revenue recorded from sales made to 
non-Native Load customers, for the purpose of optimizing the A P S  system, using APS- 
owned or contracted generation and purchased power, less mark-to-market accounting 
adjustments. 

Wheeling Costs (FERC Account 565, Transmission of Electricity by Others) - Amounts 
payable to others for the transmission of the Company’s electricity over transmission 
facilities owned by others. 

Calculations 

The Adjustor Rate shall be calculated as follows: 

Part 1. Monthly Energy Sales and Costs 

1. Enter the monthly PSA Retail Energy Sales (kWh) and monthly Native Load 
Wholesale Energy Sales. Add these two items together to produce the 
monthly Native Load Energy Sales. PSA Retail Energy Sales include the 
calendar month’s retail sales. Currently, Native Load Wholesale Energy Sales 
include traditional sales-for-resale and Pacifiecorp ssupplemental @ales. 
The traditional sales-for-resale amount is the portion of load from wholesale 
electrical and irrigation district resale customers served by APS, but excluding 
the load served with @reference ppower. 

I 

I 
2. Enter the monthly System Book Fuel and Purchased Power Costs and the 

monthly System Book Off-System Sales Revenue. Then subtract the System 
Book Off-System Sales Revenue fi-om the System Book Fuel and Purchased 
Power Costs to produce the monthly Net Native Load Power Supply Cost. 
The th: -d ir, t k e  System 
Book Fuel and Purchased Power Costs shall be adiusted for the calculated net 
savings from the methodology approved in Decision No. 67504 from the PPL 
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Sundance docket. The monthly System Book Off-System Sales Revenue 
includes only the off-system sales using APS owned or contracted generation 
and purchased power related to optimizing the APS system. The off-system 
sales margin is embedded in the Net Native Load Power Supply Cost. The 
costs associated with the off-system sales are included &the System Book 
Fuel and Purchased Power Costs. So when the System Book Off-System 
Sales Revenue is subtracted from the System Book Fuel and Purchased Power 
Costs the difference between the off-system sales costs and revenue ends up in 
the Net Native Load Power Supply Cost. That difference is the off-system 
sales margin. A list of the items included in the PSA sales and costs described 
above will be included in the PSA reporting schedules filed with the 
Commission each month. 

I 

I 

3. Next, calculate the PSA Retail Power Supply Cost. Divide the PSA Retail 
Energy Sales by the Native Load Energy Sales and then multiply the product 
by the Net Native Load Power Supply Cost. The annual amount of PSA 
Retail Power Supply Cost that can be used to calculate the annual Adjustor 
Rate cannot exceed $776,200,000. Any fuel or purchased power costs above 
that amount will not be recovered from the ratepayers through the PSA. 

4. Directly-assigned power supply costs and related energy sales from applicable 
Special Contract customers, Schedule E-36 customers and customers 
returning to Standard Offer service from competitive generation subject to 
Returning Customer Direct Access Charge (“RCDAC”) treatment will be 
deducted prior to the above calculations. 

I 

Part 2. Calculation of the (0ver)Nnder Collection 

1. The amount recovered by the power supply cost embedded in base rates has to 
be calculated in order to determine the monthly (over)/under collection. To 
calculate the monthly Base Rate Power Supply cost, multiply the PSA Retail 
Energy sales by the base cost of fuel and purchased power of $0.020743 per 
kWh. The revenue collected from an Adjustor Rate is credited to the 
Balancing Account (described below). For example, in April 2006 if there is 
an Adjustor Rate of $0.004 in effect, all of the revenue collected from that 
charge goes into the Balancing Account as a credit to the balance. 

2. The next step is to subtract the monthly Base Rate Power Supply Cost from 
the PSA Retail Power Supply Cost to get the monthly Pre-Sharing 
(Over)/Under Collection amount. 

Part 3. Sharing Incentive 

1. The Post-Sharing (0ver)Nnder Collection amount is calculated by 
multiplying the Pre-Sharing (Over)/Under Collection by 90%. This 
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calculation is done to implement the 90%/10% sharing incentive. As 
described above APS and its customers share the costdsavings on a 90% 
customer and 10% APS basis. The monthly Post-Sharing (0ver)KJnder 
Collection amounts are summed for the year and used in the Adjustor Rate 
calculation. 

Part 4. Adjustor Rate Calculation 

1. Sum the calendar year’s monthly Post-Sharing (Over)/Under Collection 
amounts. 

2. Sum the calendar year’s Balancing Account Monthly Interest to produce the 
Annual Balancing Account Interest. It includes interest fi-om the Balancing 
Account and any outstanding balances from Commission-approved . 
Amortization Surcharges, if the Surcharge balance was approved to accrue 
interest. This amount is recovered through the PSA and used in the Adjustor 
Rate calculation. The calculation of the Monthly Interest is described in more 
detail below in the Balancing Account section. 

3. Subtract any Commission approved Amortization Surcharge balaiices. If the 
Commission approves an Amortization Surcharge balance it will be subtracted 
from the total costs used to calculate the April 1 ’‘ Adi ustor Rate. 

&Bring forward the Bandwidth Carry Forward from Prior Period, if any. If the 
Adjustor Rate Bandwidth (described below) allows for just a partial recovery 
of the Total (Credit)/Charge amount then the portion that is not eligible for 
crediting/collection in the current year is carried forward to next year as the 
Bandwidth Carry Forward from Prior Period. The carryover amount is not 
subject to further sharing. 

=Add the Post-Sharing (0ver)KJnder Collection amount, Annual Balancing 
Account Interest and the Bandwidth Carry Forward from Prior Period together 
to determine the Total (Credit)/Charge Amount. 

=The Computed Adjustor Rate is calculated by dividing the Total 
CrediKharge Amount by the Actual Energy Sales (kWh) from the prior 
calendar year. The calculation of the April 1 , 2006, Adjustor Rate will only 
include data from April through December 2005. The Computed Adjustor 
Rate is then compared to the plus or minus $0.004 per kWh bandwidth. The 
Actual Energy Sales amount will exclude E-3, E-4 and E-36 sales. 

=The Adjustor Rate Bandwidth Upper Limit is $0.004 per kwh. The Adjustor 
Rate Bandwidth Lower Limit is $(0.004) per kWh. 
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&If the Computed Adjustor Rate is inside the bandwidth, the Computed 
Adjustor Rate becomes the Applicable Adjustor Rate. It is then applied to the 
customer’s monthly bills for the next 12 months. 

I 

=If the Computed Adjustor Rate is outside the bandwidth, the Applicable 
Adjustor Rate can be no higher than the upper limit of the bandwidth and no 
lower than the lower limit of the bandwidth. 

1 

$1 0. If the Computed Adjustor Rate is outside the bandwidth, then the 
Bandwidth Carry Forward from Prior Period amount must be calculated. This 
is done by multiplying the Applicable Adjustor Rate by the Actual Energy 
Sales (kwh) for the next 12 months and subtracting the total from the Total 
(Credit)/Charge Amount used to calculate the Applicable Adjustor Rate. 

I 

Examples of these calculations are attached as Year 1, Schedules 1 through 3 and Year 2, 
Schedules 1 througli 3. The attached schedules include two year’s of schedules and two 
Amortization Surcharge examples. 

Balancing Account and Amortization Surcharge 

The PSA Balancing Account is where the monthly suni of the Companv’s post-sharing 
(over)/under collection is posted and also where interest on the balance in the account is 
accrued, It is used to track the cumulative total of the monthly postings. APS shall 
establish a PSA Balancing Account on April 1,2005. Entries to the Balancing Account 
shall be made each month as follows: 

1. 

I 

A debit or credit entry equal to the difference between the Post-Sharing 
(0ver)AJnder Collection and the sum of the amounts recovered by the 
Applicable Adjustor Rate. The Post-Sharing (0ver)AJnder Collection is 
calculated by taking wamount  recovered through the Base Rate Power 
Supply Cost of $0.020743 and subtracting it from the PSA Retail Power 
Supply Cost. The product of that subtraction is then multiplied by 90% to 
reduce the recoverable costs in accordance with the 90%/10% sharing 
incentive. 

f A n y  Amortization Surcharge 
balance will be shown separately on the monthly reports for the Commission 
Staff, and, unless otherwise ordered by the Commission, shall not be 
considered as part of the Balancing Account. 
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0 
Month's 

Post-Sharing 
(Over )/Under 

Collection 
$7,000,000 

3. A monthly debit or credit entry for interest to be applied to the account 
balance based on effective one-year Nominal Treasury Constant Maturities 
rate that is contained in the Federal Reserve Statistical Release, H-15, or its 
successor publication. This includes the Ainortization Surcharge balance(s), 
if the Surcharge balance was approved to accrue interest. This is called the 
Monthly Interest and is used above in the Adjustor Rate calculations. The 
interest rate will be adjusted annually on the first business day of the calendar 
year in the same manner as the APS customer deposit rate. 

k2 
End of Month 

Balancing 
Account 
Balance 

$60,000,000 

4. A debit or credit entry for refunds or payments authorized by the Commission. 

I 

An example of the Balancing Account calculation is included as Year 1, Schedule 4 d  
Year 2, Schedule 4. 

Julv $30,000,000 I S100,000,000 $(60,000,000) 

Although the Company may file a request for an Amortization Surcharge at any time, the 
Company is required to make a filing in the following circumstances. If the size of the 
Balancing Account, as shown in the monthly reports filed with the Commission, reaches 
plus or minus $50 million, the Company has up to forty-five days to either file a request 
€or Commission approval of an Amortization Surcharge or an explanation of why such a 
surcharge isn't necessary. In no event shall the Company allow the Balancing Account to 

I reach $100 million prior to seeking recovery or refund.' Should the Company seek to 
recover or refund an amount from the Balancing Account, the timing and manner of 
recovery, or refund, and whether interest will be allowed to accrue on the Surcharge 
balance, will be addressed at that time. 

Once the Company has filed seeking recovery or refund through an Amortization 
Surcharge, the amount requested in such f i l in~  will be excluded from the balance used to 
determine if the $1 00 million threshold has been reached (see chart below). 

i: Month 

0 
June 15'h 

Amortization 
Surcharge 
Request 
- so 

I 1 Julle I $10,000,000 I $70,000,000 I $(60,000,000) 

@ 

Balance for 
$1 OOM Threshold 

fc + d) 
$60,000,000 

s 10,000,000 
i 

$40,000,000 I 
For example, the Company has a balance of $60 million €or May and it files an 
Amortization Surcharge request on June 1 5th for $60 million and the post-sharing under- 

" >, . .  . .  l~ . .  . 
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collection for June is $1 0 million. The resulting June Balancing Account balance is $70 
million. The balance for the purpose of determining if the Company has met the $100 
million threshold for June is $1 0 million ($70 million balance - $60 million request = $10 
million). Moving to the next month. July has a post-sharing under-collection of $30 
million so the balance for the $100 million threshold calculation is $40 million ($100 
million balance - $60 million request = $40 million). 

The $100 million threshold would apply each time the Company makes a filing with the 
Commission to address a Balancing Account balance between $50 and $100 million. 
After the Company makes the filing, if new accumulations in the Balancing Account 
were between $50 and $100 million, the Company could make a second, separate filing. 
Subsequently, it is possible that additional filings could be made with the $100 million 
threshold being applied separately to the amount being addressed in each filing. 
Following a proceeding authorizing recovery or refund of a bank balance between $50 
million and $100 million, the balance considered in the proceeding shall be reset to zero 
unless otherwise ordered by the Commission. 

Compliance Reports 

Beginning June 6,2005, the Company shall provide monthly reports to Staffs 
Compliance Section and to the Residential Utility Consumer Office detailing all 
calculations related to the PSA. An APS Officer shall certify under oath that all 
information provided in the reports itemized below is true and accurate to the best of his 
or her information and belief. These monthly reports shall thereafter be due on the first 
day of the third month following the end of the reporting month. 

The publicly available reports will include at a minimum: 

1. The Balancing Account calculations, including all input and outputs. 
2, Total power and fuel costs. 
3. Customer sales in both kWh and dollars by customer class. 
4. The number of customers by customer class. 
5. A detailed listing of all items excluded from the PSA calculations. 
6. A detailed listing of any adjustments to the adjustor reports. 
7. Total off-system sales revenues. 
8. System losses in MW and MWk&. 
9. Monthly maximum retail demand in MW. 
10. Identification of a contact person and phone number fiom the Company for 

questions. 

I 

Beginning June 6,2005, the Company shall provide to Commission Staff monthly reports 
containing the information listed below. These reports shall thereafter be due on the first 
day of the third month following the end of the reporting month. All of these additional 
reports will be filed confidentially. 
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The information for each generating unit shall include the following items: 

I 1. The net generation, in M W h  per month, and twelve months cumulatively. 
2. The average heat rate, both monthly and twelve-month average. 
3. The equivalent forced-outage rate, both monthly and twelve-month average. 
4. The outage information for each month including, but not limited to, event type, 

start date and time, end date and time, and a description. 
5. Total fuel costs per month. 
6. The fuel cost per kwh per month. 

The information on power purchases shall include the following items per seller: 

I 1. The quantity purchased in MWHh. 
2. The demand purchased in MW to the extent specified in the contract. 
3. The total cost for demand to the extent specified in the contract. 
4. The total cost of energy. 

Information on economy interchange purchases may be aggregated. These reports shall 
also include an itemization of off-system sales margins per buyer. Further detail on off- 
system sales margin will be provided to the Commission Staff on a confidential basis for 
review. 

Fuel purchase information shall include: 

1. Natural gas interstate pipeline costs, itemized by pipeline and by individual cost 
components, such as reservation charge, usage, surcharges and fuel. 

2. Natural gas commodity costs, categorized by short term purchases (one month or 
less) and longer term purchases, including price per therm, total cost, supply 
basin, and volume by contract. 

By June 6,2005, the Company shall provide the information itemized above relating to 
the base cost of fuel and purchased power adopted for the test year settlement revenue 
requirement. 

I Work-papers and other documents that contain proprietary or confidential information 
will be filed with the Commission Staff under an appropriate confidentiality agreement. 
APS will keep fuel and purchased power invoices and contracts available for 
Commission review. All of the information is available during the year, upon 
Commission request. The Commission has the right to review the prudence of fuel and 
power purchases and any calculations associated with the PSA at any time. Any costs 
flowed through the PSA are subject to refund, if those costs are found to be imprudently 
incurred. 
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I The allowable PSA costs include fuel and purchased power costs incurred 
to provide service to retail customers. Additionally, the prudent direct costs of contracts 
used for hedging system fuel and purchased power will be recovered under the PSA. The 

I Base Rate Power Supply Cost will be the allowable -p ower supplv costs 
from the test year used to determine retail electric rates. The allowable cost components 
presently include the following Federal Energy Regulatory Commission (“FERC”) 

I accounts’: 

1. 501 Fuel (Steam) 
2. 5 18 Fuel (Nuclear) less ISFSI regulatory amortization 
3. 547 Fuel (Other Production) 
4. 555 Purchased Power less non-fuel Bridge PPA costs 
5. 565 Wheeling (Transmission of Electricity by Others) 

These accounts are subject to change if the Federal Energy Regulatory Commission alters 
its accounting requirements or definitions. 

Directly Assignable Power Supply Costs Excluded 

Decision No. 66567 provides APS the ability to recover reasonable and prudent costs 
associated with customers who have left APS Standard Offer service, including Special 
Contract rates, for a competitive generation supplier and then return to Standard Offer 
service. For administrative purposes, customers who were Direct Access customers since 
origination of service and request Standard Offer service would be considered to be 
returning customers. In such cases, a direct assignment or special adjustment may be 
applied that recognizes the cost differential between the power purchases needed to 
accommodate the Returning Customer and the power supply cost component of the 
otherwise applicable Standard Offer service rate. This process is described in the 
Returning Customer Direct Access Charge rate schedule and Plan for Administration 
filed with the Commission. 

In addition, if APS purchases power under specific terms on behalf of a Standard Offer 
Special Contract customer, the costs of that power may be directly assigned. In both 
cases, where specific power supply costs are identified and directly assigned to a large 
Returning Customer or Standard Offer Special Contract customer or group of customers, 
these costs will be excluded from the Adjustor Rate calculations. Schedule E-36 
customers are directly assigned power supply costs based on the APS system incremental 

I ~~ . .  . 
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cost at the time the customer is consuming power from the APS system so their power 
supply costs are excluded from the PSA. 
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ARIZONA PUBLIC SERVICE COMPANY 
Year I, Schedule 2 

Example PSA Calculation Methodology 
Annual Balancing Account Interest 

Line 

Balancing 
Account 
Monthlv 

No. Month Interest 
(Schedule 4, Line 21 E 

1 January 
2 February 
3 March 
4 April 
5 May 
6 June 
7 July 
8 August 
9 September 
10 October 
11 November 
12 December 

8,061 
14,346 
38,545 
86,371 

134,594 
159,803 
162,332 
140,224 

I 13 Total $ 744,276 

Move Forward to Schedule 3, Line 21 $ 744,276 ] 
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ARIZONA PUBLIC SERVICE COMPANY 
Year 1, Schedule 3 

Example PSA Calculation Methodology 
PSA Adjustor Rate Calculation 

Line 
No. PSA Adiustor Rate Calculation 

1 Post-Sharing (0ver)lUnder Collection Amount (From Sch. 1) $ 62,656,897 

2 Annual Balancing Account Interest (From Sch. 2) $ 744,276 

$ 60,000,000 - 3 Less: Amoved Amortization Surcharae Balance [Nov. 1,2005) ' 
- 4 Bandwidth Carry Forward from Prior Period $ 

- 5 

- 6 Total (Credit)lCharge Amount $ 3,401.173 
- 7 21,132,204,000 

- 8 Computed Adjustor Rate per kWh {Line 6 I Line 7) $ 0.000161 

Total (Credit)lCharge Amount (Line 1 + Line 2 - Line 3 +Line 4) $ 3,401,17: 

Actual Energy Sales without E-3, E-4 and E-36 (kWh) 

- 8.1 Current Adjustor Rate per kWh $ 
- 8.2 Diff. between Current Adj. Rate and Computed Adj. Rate (line 8.1 - line 8) $ 

Adiustor Rate Bandwidth - 

0.000161 

- 9 Adjustor Rate Bandwidth Upper Limit $ 0.004000 

- 10 Adjustor Rate Bandwidth Lower Limit $ (0.004000) 

- 11 Applicable Adjustor Rate per kWh for April 1, 2006 (EXAMPLE) $ 0.00016' 

- 12 Total (Credit)lCharge Carried Forward Due to Adjustor Rate Bandwidth $ 

' This hvpothetical example assumes the Commission aDproval of a $60 Million Amortization Surcharqe request that was made in 
September after the Balancinq Account exceeded $50 Million. The requested Amortization Surcharcle of .002697 is effective on 
November 1.2005. and exDires on October 31. 2006, or when S60 million is received throuqh the Surcharae. 
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ARIZONA PUBLIC SERVICE COMPANY 
Year 2, Schedule 2 

Example PSA Calculation Methodology 
Annual Balancing Account Interest 

Balancing 
Account 

Line Monthly 
Month Interest 

(Schedule 4, Line 21) 
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1 January 
2 February 
3 March 
4 April 
5 May 
6 June 
7 July 
a August 
9 September 
10 October 
11 November 
12 December 

122,424 
119,640 
11 7,145 
114,644 
126,072 
135,397 
166,571 
226,568 
286,837 
314,930 
316,931 
304,092 

1 13 Total $ 2,351,251 1 
I 1 

Move Forward to Schedule 3, Line 21 $ 2,351,251 I 



Revised PSA Plan of Administration 
Attachment Page 7 of 8 

ARIZONA PUBLIC SERVICE COMPANY 
Year 2, Schedule 3 

Example PSA Calculation Methodology 
PSA Adjustor Rate Calculation 

Line 
No. PSA Adiustor Rate Calculation 

1 Post-Sharing (0ver)IUnder Collection Amount (From Sch. 1) $ 159,303,168 

2 Annual Balancing Account Interest (From Sch. 2) $ 2,351,251 

3 Less: Approved Amortization Surcharge Balance (September 1,2006)' $ 100,000,000 

4 Bandwidth Carry Forward from Prior Period $ 

5 

6 Total (Credit)ICharge Amount $ 61,654,419 
7 28,380,949,000 

8 Computed Adjustor Rate per kWh (Line 6 I Line 7) $ 0.002172 

Total (Credit)/Charge Amount (Line 1 + Line 2 - Line 3 +Line 4) $ 61,654,419 

Actual Energy Sales without E-3, E-4 and E-36 (kWh) 

8.1 Current Adjustor Rate per kWh $ 0.000161 
8.2 Diff. between Current Adj. Rate and Computed Adj. Rate (line 8.1 - line 8) $ 0.00201 1 

Adjustor Rate Bandwidth 
9 Adjustor Rate Bandwidth Upper Limit $ 0.004000 

10 Adjustor Rate Bandwidth Lower Limit $ (0.004000)- 

11 Applicable Adjustor Rate per kWh for April 1,2007 (EXAMPLE) $ 0.002172 

12 Total (Credit)/Charge Carried Forward Due to Adjustor Rate Bandwidth $ 

' This hypothetical example assumes the Commission approval of a $700 million Amortization Surcharge request that was made in July 
2006 after the Balancing Account again exceeded $50 million. The requested Amortization Surcharge of $0.003357 is effective on 
September 1,2006. and expires on August 31,2007, or when $100 million is received through the Surcharge. 
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